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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, in a summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
strategic directions. 


Minister 


Canada 


The Canadian Fishery Products Industry includes the Atlantic Fishery, the 
Pacific Coast Fishery and the Freshwater Fishery. Industry Profiles have been 
prepared on: 


e Atlantic Groundfish 

e Atlantic Pelagics 

e Atlantic Shellfish 

e Pacific Coast Fishery 


The present profile should be read in conjunction with the companion 
profiles. 


1. Structure and Performance 


Structure 

The Atlantic shellfish sub-sector of the Canadian fishery products industry 
comprises the processing of a range of molluscs and crustaceans. The main 
species are: lobster (55 percent of the value of the 1986 Atlantic shellfish 
landings), scallops (17 percent), crab (15 percent), shrimp (nine percent) and 
other shellfish (four percent), principally clams, oysters, mussels and squid. 

Atlantic shellfish output totalled $612 million in 1986, or 21 percent by 
value of total Canadian fishery products shipments (30 percent of the total 
Atlantic coast output). The Atlantic shellfish sub-sector accounts for the vast 
majority of Canada's shellfish production with the Pacific coast and freshwater 
sub-sectors making up the balance. More than 70 percent of shellfish 
production is exported. The United States is the principal destination, 
accounting for more than three-quarters of exports, followed by the European 
Community (E.C.) and Japan. 

A separate employment statistic for the Atlantic shellfish sub-sector is 
not available*; however, the sub-sector likely accounts for approximately 
21 percent of the 27 000 employed in the Canadian fishery products industry. 

The dominant firms in this segment of the industry are Clearwater Fine 
Foods, National Sea Products Ltd., and United Maritime Fishermen. Fishery 
Products International is directly involved in the scallop industry only. The 
balance of the sub-sector is composed of private, small- to medium-sized 
owner-operated firms which specialize in the processing of one or a 
few species. 

The Atlantic fishery accounted for 15 percent of the world catch of lobster 
species in 1985 (by volume). In addition to the domestic consumption, the 
key markets for Canadian lobster are the United States (50 percent of exports, 
by value, in 1986), the E.C. (14 percent) and Japan (three percent). The 
principal product forms are live (more than 60 percent of 1986 exports), frozen 
meat, frozen lobster in the shell and canned lobster meat. The fishery is 
carried on primarily by smaller enterprises or individual fishermen, but the 
marketing is dominated by the three leading firms. The harvesting season Is 
short, and many of the lobster fishermen also fish for other species. 


* In general, employment estimates for the industry are difficult to make 
because of the extreme seasonality of the industry. 
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*Includes total industry. Separate data for imports, exports 
and domestic shipments of Atlantic Shellfish are not 
available. 


Canada accounted for about eight percent of the 
volume of world scallop landings in.1985. Virtually all 
Canadian production of scallops is destined for the 
U.S. market, where It competes with domestic 
supply and Japanese imports. Canada accounted for 
35 percent of the 1986 value of U.S. scallop imports. 
Scallops are sold in frozen, fresh-chilled, breaded or 
partially cooked form. 

Canada accounted for about five percent of the 
1985 tonnage of world crab landings, most of it snow 
crab. Both the harvesting and the processing 
sectors of the crab fishery are characterized by 
small enterprises. 

The United States is the major market, 
accounting for some 52 percent of the value of 
Canadian crab exports in 1986. Canada supplied 58 
percent of U.S. crab imports in 1986 (by value), with 
the Republic of Korea as the major competitor. The 
next most important markets for Canadian crab are 
Japan, accounting for 31 percent, and the E.C., 
accounting for almost 15 percent. Canada carved 
itself an almost 18 percent share of Japanese 
imports of fresh, chilled or frozen crab in 1986 with 
the United States as the major competitor. Canada 
supplied almost 24 percent of E.C. imports of 
prepared or preserved crab in 1986. The U.S.S.R. 
and Thailand were major competitors in the E.C. 
market. 
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Canada is a net importer of shrimps, with 
imports of $178 million and exports of $31 million in 
1986. Imports are primarily of the warm-water 
species from the Gulf of Mexico in the United States 
and the Far East, whereas Canadian production, 
which amounted to less than one percent of the total 
world harvest in 1985, is of the smaller, cold-water 
variety. The two types generally meet separate and 
largely independent market requirements because of 
differences in size, taste and texture. About half of 
the Canadian exports go to the United States, with 
lesser volumes going to European countries and 
Japan. The principal competitors in the cold-water 
shrimp market are the United States, Norway and 
Greenland. Canadian harvesting has traditionally 
been carried out by small enterprises, with some 
recent participation by large boats. 

In 1986, Canadian exports of clams reached 
$30 million, about half of it from the Atlantic fishery. 
Other species, such as mussels and oysters, offer 
smaller, but growing opportunities for exploitation. 
There was a significant squid fishery in the 1980-82 
period, with exports peaking at $26 million in 1981, 
but volumes since then have been small, due to a 
cyclical decline in the resource. 

Aquaculture of molluscs and lobsters offers 
future potential, but is still at an early stage of 
development, and is of little significance in 
current production. 


Performance 

The shellfish industry is characterized by the 
availability of a relatively limited supply, high-value 
resource for which demand is strong. The industry is 
essentially supply driven, with production and exports 
constrained for the most part by seasonality or by 
variations in product availability, rather than by market 
conditions. The strength of international demand 
usually ensures output can be sold at profitable 
prices, but competition in the markets of developed 
countries for highly processed products is strong. 

Total Atlantic coast shellfish landings have 
shown significant variability over the years. Lobster 
catches have increased, from 20 088 tonnes in 1980 
to 36 500 tonnes in 1986. Scallop landings 
declined steadily, from 70 472 tonnes in 1980 to 
36 474 tonnes in 1984, but have increased since then 
to 56 700 tonnes in 1987. Crab landings have varied 
greatly in the 1980-86 period, ranging from a low of 
28 725 tonnes in 1980 to a high of 48 258 tonnes in 
1982. In 1986, 43 300 tonnes were harvested. 
Shrimp catches in the 1980s ranged between 
12 000 to 18 000 tonnes, reaching 17 900 tonnes in 
1986, an increase of 32 percent over 1985. 

Resource volatility directly affects the 
performance of the industry. However, prices have 
been rising, so that overall, returns to the sector 
have generally been increasing despite their 
resource volatility. 
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The Atlantic crab fishery has benefited from a 
declining supply of Alaskan crab with which it 
competes. As a result, exports of frozen products to 
Japan have increased. However, in the less 
significant canned-crab segment, southeast Asian 
volume and price competition have been adversely 
affecting the market position of Atlantic products. 
Shrimp exports to the U.S. market have increased 
despite an aggressive Norwegian marketing effort, 
lower-priced imports from Southeast Asia and greater 
supplies coming on stream from rapidly expanding 
aquaculture in several countries, primarily Ecuador. 

Surimi-based analogs, which resemble shellfish 
products and use a high proportion of less expensive 
groundfish as a raw material, were expected to offer 
a major source of competition to natural products 
when they were introduced from Japan in the early 
1980s. Experience with imitation crab in the United 
States, however, has shown that consumption of the 
traditional product did not decrease after the product 
was launched. Instead, new markets were created 
for surimi-based products in the price sensitive food 
service sector. Market interest has triggered surimi 
production investment in the United States, as well 
as in Canada and Europe. Canadian production of 
surimi and analogs has been limited to a few 
participants to date. 

For the most part, shellfish processors have 
generated good returns. However, because of the 
profitability of the sector and the large number of 
participants, competition for shellfish supplies can be 
intense, driving up prices paid to fishermen and in 
turn reducing processing profit margins. From time 
to time, unexpected price declines result in 
substantial losses to processors with finished product 
inventories. Historically, specialty items in the 
molluscs and crustaceans business have been able to 
command higher-than-average prices relative to 
costs. As a result, gross margins in shellfish 
processing are higher than for most other fishery 
sub-sectors. An incident of toxins found in mussels 
at the end of 1987 was a temporary setback for this 
rapidly growing sub-sector of the industry. 

Detailed information on capital and maintenance 
spending in the shellfish sub-sector is not available. 
However, outlays in the fish processing industry 
overall have been low in the 1980s as a result of the 
recession at the beginning of the decade, and the 
poor financial conditions of many multi-species fish 
processing companies after the recession ended. 
While predictions were for major increases in capital 
expenditures for 1987 in the fish processing industry 
overall, it is unlikely that spending will have been as 
strong in the shellfish segment because there Is 
more than sufficient capacity for most species. 


2. Strengths and Weaknesses 


Structural Factors 

The most important competitive advantage of 
the Atlantic shellfish processing industry is secure 
access to a diversified resource base. Although 
landings for some species have shown considerable 
variation, stocks are generally well managed. The 
world supply of shellfish is limited and it is not 
increasing significantly, except in the case of mussels 
and warm-water shrimp, where aquaculture efforts 
have been successful. In the scallop sector, the fleet 
is now old. Boats were not replaced due to the long- 
standing Georges Bank boundary dispute, recently 
resolved, with the United States. New vessel 
construction, geared to the resource potential, will 
be necessary. 

In general, the average fixed asset investment 
for shellfish processing has been lower than that of 
the fish processing industry as a whole. This makes 
it easier for shellfish processors to respond to 
changing resource and marketing circumstances and 
remain profitable. It also has made the entry of new 
firms relatively easy. 

The shellfish industry is labour-intensive in 
Canada. Mechanization has, to some extent, been 
used to substitute for labour in the shrimp and crab 
sectors, but generally the labour content of shellfish 
processing is relatively high. The use of automation 
is not aS pronounced in the Canadian industry as It is 
in parts of the United States (e.g., Alaska). 

Because of resource limitations and the need to 
pay higher prices at the primary level, there has been 
a trend to orient production to the most lucrative 
products or product forms and to implement 
productivity improvements. This is reflected in the 
lobster trade, for instance, by selling frozen whole 
animals and by increased sales of live lobsters. This 
latter trend requires investments in related holding 
facilities which increase productivity and allow the 
matching of supply to market demand. 

Marketing and product innovation are important 
factors. The strong demand and high margins of the 
shellfish processing industry have provided the 
necessary revenues to absorb product innovation and 
market-testing costs. The product mix includes live 
products (lobsters), frozen or pre-cooked items, 
canned meat and recently developed specialty 
products such as frozen-in-brine lobster and squid 
tubes. Certain segments of the industry will face 
product obsolescence if there is a continued focus on 
products for which consumer demand is declining 
(e.g., canned lobster and crab). 


Trade-related Factors 

Some shellfish products face fairly high tariffs in 
the major markets, but, because there is a strong 
demand for the product, tariffs do not appear to 
significantly limit trade. Non-tariff barriers affect 
unimpeded market penetration in certain cases, but 
the overall impact has been negligible. 
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In the key U.S. market, lobster, shrimp and 
scallops enter free of duty. Fresh and frozen crabmeat 
face a 7.5 percent tariff, whereas the duty on prepared 
or preserved crab and crabmeat (not in airtight 
containers) is five percent, and the duty on the same 
product in airtight containers is 11 percent. Clams and 
oysters in airtight containers are also subject to duties 
ranging to 14 percent. However, the duties appear to 
have a limited impact on trade volumes. 

U.S. size limits on lobsters and scallops serve as 
non-tariff barriers to Canadian imports. However, a 
certification program for scallops has been 
introduced, which exempts Canadian imports from 
this restriction. A similar scheme to exempt 
Canadian lobster from the U.S. size limits, based on 
documented evidence of origin, is expected to be 
resolved at the federal level; however, restrictions 
imposed by individual states will limit trade. 

Shellfish imports face significant tariffs in the 
E.C. with canned lobster, shrimp, squid, etc., subject 
to a tariff of 20 percent, whole lobsters, eight 
percent, and frozen lobsters and canned crab, 

16 percent. These tariffs are not prohibitive, in that 
Canada successfully sells these products to the E.C., 
even with the tariff barrier. 

In Japan, fresh or frozen crab is subject to a 
relatively low tariff of six percent, and fresh or frozen 
shrimp and lobster to a three percent tariff. Scallops 
are Subject to a 10 percent tariff and quantitative 
restrictions. Squid imports are likely to have a 
10 percent tariff and import quotas. 

Canada maintains tariff protection on crabmeat 
(from eight percent to 10 percent), prepared or 
preserved lobster (six percent ), clams in sealed 
containers (10 percent), smoked oysters (three 
percent), prepared or preserved oysters and oysters 
in the shell (five percent), and some prepared or 
preserved shellfish (six to eight percent). 

Under the Canada-U.S. Free Trade Agreement 
(FTA), tariffs will be eliminated under three 
arrangements: tariffs on a few minor shellfish 
products will be removed immediately; tariffs on 
prepared and preserved clams, and frozen rock 
lobster and sea crawfish will be phased out over five 
years; and, the remaining tariffs on shellfish products 
and on further processed products such as single 
dishes, frozen entrées, etc., will be eliminated 
over 10 years. 


Technological Factors 

While Atlantic shellfish processors have not 
been particularly innovative in product development, 
they are as technologically advanced as their major 
competitors. Trends point to more mechanization in 
the future. 
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The Canadian shellfish industry has been slow to 
adopt aquaculture. Increased availability can be 
expected from Japan and southeast Asia for some 
species such as warm-water shrimp, but this product 
does not generally compete directly with Canadian 
cold-water shrimp. Canada is a world leader in dry 
land holding of lobster, and technology is advancing 
towards the eventual aquaculture of lobster and other 
shellfish in Canada. 


Other Factors 

Because the industry is based upon the catching 
and processing of a common-property biological 
resource, it is also subject to a broad range of 
regulatory controls administered by the Department 
of Fisheries and Oceans (DFO). Utilization of the 
biological resource Is regulated through the 
determination of total allowable catches. Resource 
utilization also is governed, in the case of trans- 
boundary or straddling stocks (outside Canada's 
200-mile fisheries zone), by various international 
conventions to which Canada is a signatory. 

Foreign investment in the fishing industry is 
influenced by DFO policy which prohibits the granting 
of fishing licences to any firm with more than 49 
percent foreign ownership. This limits foreign 
ownership in those processing firms which are 
vertically integrated and hold fishing licences. 


3. Evolving environment 


Although competition will remain intense, 
Canada has a good reputation as a reliable supplier of 
high-quality shellfish products. Profitability of the 
sub-sector allows investment in productivity 
improvement, new product development and 
market diversification. 
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In the case of lobster, the outlook is for a 
generally stable resource. Fresh lobster should 
continue to remain in strong demand. In the short 
term, the industry Is likely to strive for mortality 
reduction during the holding and/or transporting of 
live lobsters. In the longer term, development will be 
directed at lobster culture, acceleration of growth 
rates and the marketing of further processed 
specialty products. 

The snow crab industry has benefited from the 
decline of the Alaska crab fishery and it has built a 
good market in Japan. As a result, the Quebec crab 
fishery, in particular, expanded very rapidly in the 
early 1980s. Resource recovery in Alaska could 
affect the outlook for Canadian crab producers. 
Interprovincial competition for resource in both crab 
and lobster is strong. Fluctuations in the resource 
continue to create difficulties. 

More producing countries are vying to supply the 
rapidly expanding U.S. shrimp market. As a result of 
high prices in 1986, lower-priced, smaller-sized, 
warm-water shrimp increased market share. 

With respect to Canadian supplies, significant 
developments are taking place off the coast of 
Labrador where freezer trawlers recently acquired by 
larger companies have become active in the cold- 
water shrimp fishery. As a result, domestic supplies 
are increasing. While this will reduce the import 
requirements, Canada is likely to remain a major 
importer, particularly of warm-water shrimp. 

Given agreement with the United States over 
boundaries in the Georges Bank area, scallop 
processors should benefit from an orderly access to 
the resource. While stock projections show modest 
increases, the scallop fleet will require upgrading to 
maintain profitability. 

Due to strong market conditions, currently less 
important shellfish species offer emerging 
development opportunities, either through volume 
increases (e.g., oysters) or the evolution of 
experimental fisheries to commercial exploitation 
(e.g., hard-shell clams). As the technology of meat 
removal progresses, previously unused crab species 
may also prove to be marketable. 

Considerable potential exists for surimi, not only 
for alternate fish products (imitation crab legs, etc.) 
but also for protein enhancement or substitution in 
other products. However, existing technology 
uses groundfish as a raw material for surimi, and 
current high groundfish prices may limit surimi's 
growth unless the technology can be adapted to 
other species. 
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Removal of tariffs on shellfish products under 
the FTA is not likely to have a large impact on trade 
with the United States, as it is already the most 
important export market for shellfish, and tariffs have 
been only a minor impediment to trade. Some of the 
U.S. tariffs, such as for crab meat, at 11 percent, are 
fairly high and their removal may generate higher 
profits for Canadian producers. This may allow them 
to further improve their competitiveness through 
investment in technology and productivity 
improvements. Removal of Canadian tariffs on 
shellfish products is not expected to pose a threat to 
Canadian producers who are competitive with their 
American counterparts. 

Duty-free entry of further processed products 
will expand trade in a range of value-added items 
such as single dishes, frozen entrées, etc., which will 
probably contribute to investment and upgrading of 
production facilities in Canada. Efforts to harmonize 
standards could reduce non-tariff barriers to exports 
to the United States and enhance trading conditions. 


4. Competitiveness 
Assessment 


The Atlantic shellfish industry is internationally 
competitive and can be expected to remain so. 
Although the abundance of some species may 
be variable, the sector in general is profitable. 

A continuing strength will be access to a well- 
managed resource which is in high demand in 
upscale markets. Current supply limitations may 
ease over time, partly as a result of aquaculture 
production, and partly as a result.of more aggressive 
marketing of high-quality analog products. 

While not likely to affect the volume of shellfish 
trade with the United States, the FTA will have a 
positive impact on the Atlantic industry as the 
removal of tariffs could be expected to increase 
profit margins for Canadian producers, as well as 
enhance the opportunity for exporting higher-value 
products. 


For further information concerning the subject 
matter contained in this profile, contact: 


Service Industries and Consumer Goods 
Branch 

Department of Regional Industrial 
Expansion 

Attention: Atlantic Shellfish 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 954-2927 
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PRINCIPAL STATISTICS SIC COVERED: 102* 


As detailed breakdowns for Atlantic shellfish are not available, most of the data presented here 
are for the Canadian fishery products sector as a whole. 


1973 1982 1983 1984 1985 1986 


Establishments 330 ei Shi Me 3g7 390 N/A 
Employment 21 424. “25382 24°5/7 24312 © 26904 N/A 
Shipments ($ millions) 748 | 1 904 1 887 1 852 2 493 2 942 
Shipments (‘000 tonnes) 538 681 647 666 783 832 
Landed values ($ millions) Sz 888 880 904 1 NSH, 1 330 
Landings (‘000 tonnes) 1118 1 413 1 349 1 278 1 446 1 510 
Profits after tax 

($ millions) 34.3 (73.7) (41.9) oF N/A N/A 

(% of income) 4.2 = = S N/A N/A 
Atlantic Shellfish Preliminary 


1973 1982 1983 1984 1985 1986 


Landings (‘000 tonnes) The: 170 142 131 149 167 
Landed values ($ millions) 63 238 295 286 3o2 420 
Shipments ($ millions) 123 445 515 433 500 612 


1973 1982 1983 1984 1985 1986 


Exports ($ millions) 499 1612 1 569 1 597 1 859 2 422 
Domestic shipments 
($ millions) 249 292 318 255 634 520 
Imports ($ millions) 1 365 441 514 496 616 
Canadian market ($ millions) 360 657 759 769 imiso 1136 
Exports as % of shipments 67 85 83 86 US 82 
Imports as % of domestic 
market 31 55 58 67 44 54 
Central 
and South 
Source of imports U.S. E.C. America Japan Others 
(% of total value) 1982 59 S 14 6 Z| 
1983 ii! 5 re) i 25 
1984 56 4 8 if 25 
1985 54 8 10 i Dy 
1986 5 8 7 i Dy, 
Other 
Destination of exports OS Japan E.G, Europe Others 
(% of total value) 1982 55 15 16 7 7 
1983 62 12 16 4 6 
1984 61 5 ks 3 8 
1985 61 ly 14 2 6 
1986 59 18 14 3 6 
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REGIONAL DISTRIBUTION — Average over the last 3 years 


Atlantic Quebec Ontario Prairies B.C. 

Establishments — % of total US: 10 4 1 12 

Employment — % of total 77 8 N/A N/A 13 
Atlantic Coast Inland Fisheries Pacific Coast 


(including Quebec) 


Shipments — % of total 69 5 26 
MAJOR FIRMS — Atlantic Shellfish 

Name Ownership Location of Major Plants 

National Sea Products Canadian Nova Scotia, Newfoundland, 


New Brunswick, 
Prince Edward Island 


Clearwater Fine Foods Canadian 60%/ Nova Scotia, Quebec 
U.K. 40% 
United Maritime Fishermen Canadian New Brunswick, Nova Scotia, 


Prince Edward Island 


* SIC on 1980 basis 
** Estimated 
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